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Abstract
The  paper  discusses  change  drivers,  change  actions  and  change  outcomes  in  a  textile
manufacturing  industry in  converting  traditional  management  accounting  into  activity-
based management.
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Introduction
Nowadays  organisations  are  confronted  with  increasing  demands  from
shareholders, customers, and employees and markets are becoming increasingly
competitive. To meet new demands, managers need to develop new practices and
systems. There is a need for change in order to proactively secure the company’s
future  position.  In  order  to  provide  a  meaningful  description  of  change  it  is
necessary  to  provide  a  full  description  of  the  change  processes  as  they  have
developed over time.
Research method
An  exploratory  single  case  study  has  been  chosen  as  research  strategy,
using an approach consistent with Laughlin’s middle range thinking, in which the
data  gathered  are  used  to  enrich  the  theoretical  model,  taking  a  mid-point  on
theory,  methodology,  and change.  The  paper  analyses  the  dynamics  of
organisational and accounting change in a textile manufacturing industry, leading
to the research question “how the catalyst for organisational change, privatization,
lead to business reorientation, placing the customer and financial performance at
the centre”.
The  role of  theory  is  skeletal,  with  some  broad  understanding  of
relationships. Skeletal  theory  is  a loosely  defined  language  for  describing  the
change process. It provides a language for deciphering whether the fundamental
values, beliefs and norms (the interpretive schemes of management) have really
changed with the introduction of activity-based management.
The  methods  of  observation  are  designed  in  such  way  as  to  preserve
subjective  variety,  and  the  change  characteristic  keeps  open  the  possibility  of
radical change and maintenance of status quo.
The problems in case study research, such as lack of validity, observer
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of  evidence,  such  as  meetings,  observations,  interviews,  archival records,  and
documents, having the research evaluated by key informants.
The case company is a large Czech textile manufacturing company that
was privatised in 1992. The company is unusual in the sense that it is a viable and
successful  business  that  survived  the  shock  of  the  transition  quite  smoothly.  It
became  stronger  and  it  is  growing  in  parallel  with  the  use  of  new  costing
techniques  that  were  previously  not  available  to  them.  In  1993  the  company
implemented  activity-based  costing.    After  the  implementation,  behaviour  of
managers  in  the  organisation  changed.  The  new  information  provided  by  ABC
formed a first order change in providing new information. However, by using the
system as a means of making staff more responsible, a second order change in the
way organisational members viewed the changes and constructed meanings was
brought about (van Sten, 1996).
Theoretical background
The current business environment is subject to rapid change which makes
organisational control more rather than less complex: contemporary organisations
are subject to considerable greater uncertainties and the activity of management
control encompasses parts of both strategic planning and operational control.. As a
result of this there have been research calls for better appreciating the rationales for
accounting change by examining the role of accounting in organisational change.
Groot and Lukka (2000) identify three main stages in change processes:
change drivers, change actions and change outcomes.  Change drivers are actions,
developments, actors and circumstances that cause, provoke or facilitate change
processes to take place. The resulting change actions generally take the pathway of
business reorientation and business systems development. An action which takes
place  in business  orientations  involve  shifts  in  organisational  value  systems,  a
‘second-order change’ which can be seen to alter the interpretive schemes of an
organisation., thus effecting  the future nature and functioning of the organisation.
Changes in business systems, such as a new information system, lead to changes in
organisational  arrangements  which  are  regarded  as  ‘first-order  changes’  within
which the fundamental interpretive schemes are not altered. However, all change
processes are influenced by facilitators such as support from top management and
the availability of adequate information systems, and obstructions such as complex
decision processes.  Change outcomes may be identified as accounting changes and
organisational changes.
Successful implementation of change processes appears to be dependent on the
degree to which management is able to convince parties involved of the necessity
of change, on the level of motivation of participants to devote enough time and
effort to the change processes while it evolves and, on the grade of assurance that
can  be  given  to  participants,  that  the  after-change  permanent  situation  will  be
significantly better than the current situation.
Implementation of Activity-Based Management ABM) may be a result of
organisational  change.  Modern  businesses  are  increasingly  starting  to  focus  on
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fundamentally different way of managing an organisation, evaluating the firm from
a  value  chain  perspective  by  identifying  value-adding  and  non-value  adding
activities.
ABM is ABC in action!  ABM includes using activity-based costs to make
better pricing and product-mix decisions, reduce costs, improve manufacturing and
administrative processes and design better products. ABM is about planning and
managing  activities,  taking  decisions  that  use  ABC information  to  satisfy
customers and improve profitability (Zimmerman, 2006).
Challenges in developing customer profitability information are:
· how to develop reliable customer revenue and customer cost figures
· how to recognize future downstream costs of customers
· how to incorporate a multiperiod horizon into the analysis
· how to recognize different drivers of customer costs.
ABM  can  be  combined  with  benchmarking  to  provide  a  systematic
approach to identifying the activities with the greatest room for improvement (Seal
et.al, 2009) and ABM systems can play a particularly useful role in measuring and
evaluating  the  effectiveness  of  expenses  incurred  in  meeting  customer
requirements  by specific  identification  of  customers,  marketing  channels,
marketing segments, distribution channels, etc. as cost objects. These cost objects
are  the  used  to  evaluate  the  contribution  of  the  marketing  mechanism  towards
overall profitability.
Seal et al. (2009) identify the following problems with ABM. ABM has
introduced a ne producivist agenda to link staff activities to products. However, the
attempt to count staff functions runs the risk of losing essence of staff functions
which are often not linked with routine activities, and thus hard to measure. The
danger  is  then  that the  performance  of  activities  will take precedence  over  the
original purpose of ABM, to eliminate non-routine staff activity even if it creates
value  for  the  firm.  Value  is  created  for  customers  whenever  a  firm  provides
products and services that meet current market demand. Cost and value are aligned
with product profitability to ensure that the company jointly meets customer and
shareholder requirements.  Gaining and sustaining competitive advantage require
that a firm understands the entire value delivery system, not just the portion of the
value chain in which it participates.
Empirical findings
In  1999  the  company  extended  activity-based  costing  to  activity-based
management. The  main  reasons  for  the  ABM  approach  were  increasing  the
effectiveness of marketing transactions and the utilization of capacity. A pilot study
started in one of the spinning mills.  Research showed that   production of  8,4 MII
yarn  and  7,4  MII  yarn    reduced profit  by  1,116,.000  crowns  compared  with
purchasing  this  yarn,  however,  production  of  10  MII  yarn  increased  profit  by
1,714,000 crowns compared with purchasing, resulting in a net increase in profit of
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Selling free capacity in the spinning mill resulted in decreasing overheads
per product by 4.3 percent and increased the utilization of spinning capacity by
10%.  As a result of this the return on sales went up to 9 percent and the lower
product cost for yarn was favourable for the weaving mill.
Substitution  of  classic  yarn  by  open  end yarn  increased  profits  by
respectively 800,000 crowns and 4,755,000 crowns.
In 2000 data mining was applied in marketing research by using answer
trees and neural nets based on the ABC cost price of marketing transactions.
The return on sales of woven terry products was analysed per customer, per market
territory, and for product features such as colour and size.  Research through the
answer tree showed that the highest impact on return on sales is colouring, to be
followed by market territory, and size.
The large impact of colouring on return on sales is caused by the high cost
of the dying mill, particularly the cost of water and heat. The following proposals
were made to reduce the high impact of colouring on return on sales:
· decrease the average rate of water per 1 kg of dyed yarn by finding an optimum
for  chemicals  and    water  consumption,  improvement  of  dyeing  machines,
and/or using ‘cheaper’ colours
· increase production of dyeing mill  by  selling capacity to other companies,
and/or increasing terry production
· decrease the cost of water by technological changes through investments in
water purification equipment.
Analysis of market territories showed that the highest return on sales was
realized in the USA and Russia and Latvia.
The emphasis on adopting a ‘customer-focus’ has become pervasive across
many areas of management. As a result, research on customer profitability has
become central to advances in several high-profile areas of management research,
including
· supporting strategic decisions
· valuing intangible assets
· analyzing customer retention rates.
The ‘why’ of customer profitability analysis can be reduced to the simple
statement that each crown of revenue does not contribute equally to net income. An
activity-based costing approach is applied in the firm’s marketing, distribution and
customer service areas to better document how each customer differentially used
resources.
For  each  customer  then firm  traces  direct  costs  such  as  discounts  and
commissions. The activity-based cost pools and the related activities are as follows:
Cost pools Cost driver
Purchase orders number of orders
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Invoices number of invoices
Product samples and catalogues sales (in crowns)
Marketing by customer type sales (in crowns)
The  company produces  customer  profit  statements  for  each  customer
showing sales, cost of sales, trade and volume discounts, directly traceable costs
(selling,  delivery  and  financing  costs),  and  activity-traced  costs  (order-taking,
packing,  dispatch,  warehousing  and  account administration).  After  ranking  the
customers from the most profitable to the least profitable, management decides in
what customers to invest and what customers to eliminate.
The company  has  the following  options  when  attempting  to  improve  its
profitability:
· reduce set up times
· change order interfaces by using electronic data exchange
· change customer options
· charge for all extras
· be consistent with revenue offsets (such as discounts)
· identify ‘preferred’ customers (to guide sales strategy)
· motivate sales people appropriately
· motivate customers appropriately
· outsource distribution for some customers.
Conclusions
In the case company the change process appears to be driven by dynamics
of international competition, state deregulation, increase in customer demands, and
restrictions on the availability of scarce resources.  The catalyst for organisational
change was the privatization.  One of the most important drivers of change was the
adoption  of  a  new  strategy  with  accounting-related  implications,  activity-based
management,
The change driver ‘dynamics of international competition’ seemed to lead
to a new business orientation in the sense of improvement of financial performance
by  increasing  efficiency.    State  deregulation  changed  the  company’s  business
orientation  in  the  development  of  new  products  and  markets,  the  reduction  of
activities, and the adoption of business-like management practices.  Increase in
customer  demands  motivated  the  company  to adapt  a  more  customer-oriented
strategy, to improve quality of products, to increase efficiency of operations, and to
reduce costs.
Restrictions  on  the  availability  of  scarce  resources  lead  to  engaging  in
cooperation with other companies.
The above mentioned changes are second-order changes. In order to make
these changes, the company needs to operate differently (first -order change). To
facilitate  the  organisational  change,  instruments  like  activity-based  costing  and
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The  ease  of  running  the  change  actions  depends  on  how  potential
facilitators  and obstructers  work.  Facilitators  in  the  change  process  in  the  case
company included  the  perception  of  the  need  to  change  (data  availability  to
convince  participants  of  the  change’s  added  value),  motivation  to  participate
(support from top management, information technology’s capacity to support the
change process), and expectancies of the new situation (increased capabilities to
face competition and satisfy customers’ demands).
Obstructers  such  as  resistance  to  change  by  individuals  and  limited
communication with parties concerned in the change process did not hinder the
change process.
The change process culminates in accounting change and organisational change.
Accounting  information is  now  used  in  a  different way.  Organisational  change
resulted in new decision making processes.
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